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AN ACT TO PROMOTE, DEVELOP AND ASSI ST SMALL
AND MEDI UM SCALE ENTERPRI SES THROUGH THE
CREATI ON OF A SMALL AND MEDI UM ENTERPRI SE
DEVELOPMENT ( SMED) COUNCI L, AND THE
RATI ONALI ZATI ON OF GOVERNMENT ASSI STANCE
PROGRAMS AND AGENCI ES CONCERNED W TH THE
DEVELOPMENT OF SMALL AND MEDI UM
ENTERPRI SES, AND FOR OTHER PURPOSES

Be it enacted by the Senate and House of Representatives of the
Phi li ppi nes in Congress assenbl ed:

CHAPTER |

SECTION 1. Title. - This Act shall be known as the "Magna Carta
for Small Enterprises.”

SEC. 2. Declaration of Policy. - Recognizing that small and
medi um scal e enterprises have the potential for nore enpl oynent
generation and econom c growmh and therefore can help provide a
sel f-sufficient industrial foundation for the country, it is
her eby declared the policy of the State to pronpote, support,



strengthen and encourage the grow h and devel opment of snmall and
medi um enterprises in all productive sectors of the econony
particularly rural/ agri-based enterprises. To this end, the State
shal |l undertake to spur the growth and devel opment of small and
medi um enterpri ses throughout the country and thereby attain
countryside industrialization:

a) by assuring, through the establishment of adequate support
structure, and the creation and pronotion of an environnment
conducive to the viability of these enterprises, establishnment of
mechani snms, the access and transfer of appropriate technol ogy
needed by small and medi um enterprises;

b) by intensifying and expandi ng prograns for training in
entrepreneurship and for skills devel opment for |abor

c) by facilitating their access to sources of funds;

d) by assuring to them access to a fair share of governnent
contracts and rel ated incentives and preferences;

e) by conplenmenting and suppl enenting financing prograns for
smal | and nedi um enterprises and doing away with stringent and
burdensome col l ateral requirements that small entrepreneurs
invariably find extrene difficulty conplying wth;

f) by instituting safeguards for the protection and stability of
the credit delivery system

g) by raising governnent efficiency and effectiveness in
provi di ng assistance to small and nedi um enterprises throughout
the country, at the | east cost;

j) by pronoting |linkages between | arge and snall enterprises,
and by encouragi ng the establishnment of common service facilities;

k) by meking the private sector a partner in the task of
buil ding up small and nmedi um enterprises through the pronmpotion and
participation of private voluntary organi zations, viable industry
associ ations, and cooperatives; and

) by assuring a bal anced and sustai nabl e devel oprment t hrough
the establishment of a feedback and eval uati on mechani smthat will
nmonitor the econonmic contributions as well as bottl enecks and
environnental effects of the devel opnment of small and nmedi um scal e
enterprises.

SEC. 3. Smmll and Medium Enterprises as Beneficiaries.- "Small
and nmedi um enterprise" shall be defined as any business activity
or enterprise engaged in industry, agribusiness and/or services,
whet her signle proprietorship, cooperative, partnership or
corporation whose total assets, inclusive of those arising from
| oans but exclusive of the Iand on which the particul ar business
entity's office, plant and equi pnent are situated, nust have val ue



falling under the follow ng categories:

mcro . less than P50, 000
cottage . P50, 001 - P500, 000
smal | : P500, 001 - P5, 000, 000
medi um : P5,000,001 - P20, 000, 000

In a generic sense, all enterprises with total assets of Five
mllion pesos (P5,000,000) and bel ow shall be called snall
enterprises.

The above definitions shall be subject to review and adjustnment
by the said Council as deened necessary, taking into account
inflati on and ot her economic factors.

SEC. 4. Eligibility for Governnent Assistance. - To qualify for
assi stance, counseling, incentives and pronotion under this Act,
busi nesses falling under the above definition nust be:

a) duly registered with the appropriate agencies as presently
provi ded by |aw. Provided, That, in the case of micro enterprises
as defined herein, registration with the office of the municipa
or city treasurer shall be deened sufficient conpliance with this
requirenent;

b) one hundred percent (100% owned and capitalized by Filipino
citizens if single proprietorship or partnership. If the
enterprise is ajuridical entity at |east 60%of its capital or
out standi ng stocks must be owned by Filipino citizens;

c) primarily engaged i n manufacturing, processing, and/or
production excluding farmlevel agricultural/crop production; and

d) it nmust not be a branch, subsidiary or division of a |large
scale enterprise nor may its policies be determned by a | arge
scal e enterprise or by persons who are not owners or enpl oyees of
the enterprise.

However, this requirenent shall not preclude a small and nedi um
enterprise fromaccepting subcontracts fromlarge enterprises or
firms joining in cooperative activities with other small and
medi um ent er pri ses.

Programs of the financing corporation as provided i n subsequent
Sections of this Act shall be exclusively targeted to snall,
cottage and mcro-sized enterprises. Financing fromthe Philippine
Nat i onal Bank, Devel opment Bank of the Philippines, Land Bank of
the Philippines and other financial institutions shall be nmade
avail abl e to nedi um enterprises.

Medi um enterpri ses, however, shall be entitled to avail of the
ot her incentives, prograns and services as provided for in this



Act .

SEC. 5. @Guiding Principles. - To set the pace for snmall and
medi um enterpri se devel opnent, the State shall be gui ded by the
foll owi ng principles:

a) Mniml set of rules and sinplification of procedures and
requi renents. All governnment agencies having to do with snall
enterprises shall pursue the principles of m ninumregulation to
ensure stability of rules and to encourage entrepreneurial spirit
anong the citizenry. The agencies shall see to it that procedura
rules and requirenents, within their respective offices and in
coordination with other agencies, are nmnimnmzed in the act of
regi stration, availnent of financing and accessing other
government services and assi stance.

b) Role of the private sector. In order to hasten growth and
expansion of small and nmedi um enterprises, the private sector
t hroughout the country shall be encouraged to assist in the
effective inplenmentation of this Act by constantly policing their
ranks; and by participating in government prograns for small and
medi um enterprises strictly in accordance with law, and consi stent
with the attai nment of the purposes hereof. The governnent shal
encourage the organi zati on and establishment of small and medi um
enterprise industry associations at the | ocal and regional |evels
preferably unified under a national federation/association

c) Coordination of government efforts. Governnent efforts shal
be coordi nated to achi eve coherence in objectives. Al appropriate
of fices, particularly those under the Departnents of Trade and
I ndustry, Finance, Budget and Managenent, Agriculture, Agrarian
Ref orm Envi ronnent and Natural Resources, Labor and Enpl oynent,
Transportati on and Comuni cati on, Public Wbrks and H ghways,

Sci ence and Technol ogy, and Local Government as well as the
Nat i onal Economi ¢ and Devel opnment Authority and the Central Bank
of the Philippines, through their national, regional and
provincial offices, shall to the best of their effort and in
coordination with local governnent units, provide the necessary
support and assistance to small and nmedi um enterprises.

d) Decentralization. The State shall accelerate the
decentralization process by establishing regional and provincia
offices in order to enhance and attain greater efficiency in the
provi sion of services to the countryside and the inplenmentation of
this Act, in coordination with |ocal governnment units. To this
end, the Government Agencies shall effect a substantial del egation
of authority their regional and provincial offices to nmake
deci sions, particularly in the registration of beneficiaries of
this law, qualification for availnent of benefits, accreditation
of private voluntary organi zations, industry associations and
cooperatives, and to resolve conplaints for violation of
applicable | aws.

CHAPTER 1 |



SEC. 6. Creation of a Small and Medi um Enterprise Devel opnent
Council. - To effectively spur the growh and devel opnent of small
and nmedi um enterprises throughout the country, and to carry out
the policy declared in this Act, a Snmall and Medi um Enterprise
Devel opnent (SMED) Council is hereby created. The Council shall be
attached to the Departnent of Trade and Industry and shall be duly
constituted within sixty (60) days after the approval of this Act.

The Council|l shall be the primary agency responsible for the
promoti on, growh and devel opment of snmall and medi um enterprises
in the country by way of facilitating and closely coordinating
national efforts to pronote the viability and growth of snmall and
medi um enterprises, including assisting relevant agencies in the
tappi ng of local and foreign funds for small and medi um enterprise
devel opnent, as well as pronoting the use of existing guarantee
pr ogr ans.

SEC. 7. Conposition. - The Council shall be headed by the
Secretary of Trade and I ndustry as Chairman. The nenbers shall be
the foll ow ng:

a) Director General of the National Econom c and Devel opnent
Aut hority;

b) Secretary of Agriculture;

c) Secretary of Labor and Enpl oynent;

d) Secretary of Environment and Natural Resources;

e) Secretary of Science and Technol ogy;

f) Chairman of Small Business Finance and Guarantee Corporation;

g) Chairman of the small and nmedi um enterprises pronotion body
whi ch the President shall undertake to establish under this Act;
and

h) Three (3) representatives fromthe private sector, al
Filipino citizens, to represent Luzon, Visayas and M ndanao to be
appoi nted by the President, one of whom shall conme fromthe
banki ng i ndustry.

Cabi net-rank ex officio nenbers of the Council shall designate
an undersecretary or assistant secretary as their pernanent
representative in case they fail to attend nmeetings of the

Counci |

The private sector nmenbers of the Council shall initially
recei ve per diem of One thousand pesos (P1,000.00) per neeting.

The Departnent of Trade and Industry shall allocate Five million
pesos (P5,000,000.00) out of its savings for the initial operating



expenses of the Council, after which the Council's budget shall be
i ncluded in the annual appropriation of the Departnent of Trade
and | ndustry.

The Council may, fromtinme to time, call upon the participation
any government agency or association of |ocal governnment officials
inits deliberations especially when such agency is directly or
indirectly concerned with and/or affecting the growh and
devel opnent of small and nmedi um enterprises in any particular area
or manner.

SEC. 8. Powers and Functions. - The Small and Medi um Enterprise
Devel opnent (SMED) Council shall have the foll owi ngpowers, duties
and functions:

a) to help establish the needed environment and opportunities
conducive to the growth and devel opnment of the small and medi um
enterprise sector;

b) to recommend to the President and the Congress all policy
matters affecting small and nedi um scal e enterprises;

c) to fornulate a conprehensive small and medi um enterprise
devel opnent plan to be integrated into the National Econonic and
Devel opnent Authority Devel opnent Pl ans;

d) to coordinate and i ntegrate various governnent and private
sector activities relating to small and medi um enterprise
devel opnent ;

e) to review existing policies of government agencies that would
affect the growth and devel opment of small and nedium enterprises
and recommend changes to the President and/or to the Congress
whenever deenmed necessary. This shall include efforts to sinplify
rul es and regul ations as well as procedural and docunentary
requi renents in the registration, financing, and other activities
relevant to small and medi um enterprises;

f) to nonitor and determ ne the progress of various agencies
geared towards the devel opnent of the sector. This shall include
overseeing, in coordination with |ocal governnent units and the
Department of Local Governnment as well as private sector groups/
associ ations, the devel opnents anong small and nedi um enterprises,
particularly the cottage and m cro-sized firns;

g) to pronul gate inplenenting guidelines, prograns, and
operating principles as may be deened proper and necessary in the
Iight of governnent policies and objectives of this Act;

h) to provide the appropriate policy and coordinative franmework
in assisting rel evant governnent agencies, in coordination with
the National Econonic and Devel opnent Authority and the
Coordi nating Council for the Philippine Assistance Program as may
be necessary, in the tapping of local and foreign funds for snall



and nmedi um enterprise devel oprent;

i) to pronote the productivity and viability of small and medi um
enterprises by way of directing and/or assisting rel evant
government agencies and institutions at the national, regional and
provinci al |evels towards the:

1) provision of business training courses, technical training
for technicians and skilled | aborers and continuing skills
upgradi ng prograns;

2) provision of |abor-mnagenent gui dance, assistance and
i mprovenent of the working conditions of enployees in snmall and
medi um si zed firnms;

3) provision of guidance and assi stance regardi ng product
qual i ty/ product devel opnment and product diversification;

4) provision of guidance and assi stance for the adoption of
i mproved production techni ques and comerci alization of
appropriate technol ogi es for the product devel opnment and for
i ncreased utilization of indigenous raw naterials;

5) provision of assistance in marketing and distribution of
products of small and medi um scal e enterprises through | oca
suppl y-demand i nformati on, industry and provincial profiles,
overseas nmarketing pronotion, donestic market |inkaging and the
establ i shment of comon service facilities such as comon and/ or
cooperative bonded warehouse, grains storage, agro-processing and
drying facilities, ice plants, refrigerated storage
cooperative trucking facilities, etc.

5) intensification of assistance and gui dance to enable greater
access to credit through a sinplified multi-agency financing
program to encourage devel opnment of other nodes of financing such
as | easing and venture capital activities; to provide effective
credit guarantee systens, and encourage the formation of credit
guar ant ee associ ations, including setting up of credit records and
i nformati on systens and to decentralize | oan approval nechani sns;

7) provision of concessional interest rates, |ower financing
fees, which may include incentives for pronpt credit paynents,
arrangenents tying anortizations to business cash flows, effective
substitution of governnment guarantee cover on |oans for the
borrower's | ack of collateral

8) provision of bankruptcy preventive neasures through the
setting up of a nutual relief systemfor distressed enterprises,
and the establishment of measures such as insurance agai nst
extraordi nary disasters;

9) intensification of information dissem nation canpai gns and
entrepreneurshi p education activities;



10) easier access to and avail nent of tax credits and other tax
and duty incentives as provided by the Omibus investnent Code and
ot her | aws;

11) provision of support for product experinmentation and
research and devel opnent activities as well as access to
i nformati on on conmercialized technol ogi es; and

12) provision of nore infrastructure facilities and public
utilities to support operations of snmall and medi um enterprises;

j) to submit to the President and the Congress a yearly report
on the status of small and nmedium enterprises in the country,
i ncludi ng the progress and inpact of all relevant government
policies, prograns and | egislation as well as private sector
activities;

k) to assist in the establishment of nodern industrial estates
out si de urban centers; and

I) generally, to exercise all powers and functions necessary for
the objectives and purposes of this Act.

SEC. 9. Designation of the Bureau of Small and Medi um Busi ness
Devel opnent as Council Secretariat. - The Bureau of Small and
Medi um Busi ness Devel opnent of the Departnment of Trade and
I ndustry, in addition to its current activities and functions, is
her eby designated to act as the Council Secretariat. The
Secretariat shall have the followi ng duties and functions:

1) to prepare,incoordinationw thlocal governnmentunits and/ or
associ ations of |ocal governnent officials, and recomend annua
as well as nmediumterm snall and medi um enterprise devel opnent
pl ans for approval of the Council

2) to coordinate the preparation of position papers and
background materials for discussion or approval during Counci
neet i ngs;

3) to assist the Council in coordinating and nonitoring snall
and nmedi um enterprise policies and prograns and activities of al
government agencies with respect to small and nmedi um enterprises;

4) to prepare, collate and integrate all inputs to the Council's
yearly report on the status of small and nmedium enterprises in the
country.

5) to subnit periodic reports to the Council on the progress and
acconpli shment of its work prograns; and

6) to performad hoc functions as authorized by the Council

CHAPTER 1 I



SEC. 10. Rationalization of Existing Small and Medium Enterprise
Programs and Agencies. - The Small and Medi um Enterprise
Devel opnent Council shall within one hundred eighty (180) days
fromits establishnment, recommend to the President, neasure/s to
rationalize and integrate under a unified institutional franmework
all governnment prograns for the pronotion and devel opnent of small
and nmedi um enterprises.

The President is hereby also enplowered to establish a snall and
medi um enterpri se pronotion body which shall be the principa
government agency that will forrulate, inplenment, coordinate and
nmonitor all non-financing governnent prograns, including fee-based
services, to support and promote mcro, small and nedi um
enterprises. It shall be attached to the Departnent of Trade and
I ndustry and shall be under the policy, program and adm nistrative

supervi sion of the SMED Council. The said office
shall receive no less than fifty percent (50% of the assets, and
budgetary all ocati ons of the agencies for pronotion, devel opnent
and financing of small and nmedi um enterprises that nay be
henceforth di ssol ved and/ or abolished and absorbed, incorporated
and integrated into the SMED Counci l

SEC. 11. Creation of Small Business Guarantee and Fi nance
Corporation. - There is hereby created a body corporate to be
known as the Snmmll| Business Guarantee and Fi nance Corporation
hereinafter referred to as SBGFC, which shall provide, pronote,
devel op and wi den in both scope and service reach various
alternative nmodes of financing for small enterprises, including,
but not limted to, direct and indirect project |ending, venture
capital, financial |easing, secondary nortgage and/or
redi scounti ng of | oan papers to small businesses,
secondary/regi onal stock markets: Provided, That crop production
financing shall not be serviced by the Corporation.

The Corporation shall guarantee |aons obtained by qualified
smal | enterprises, local and/or regional associations snall
enterprises and industries, private voluntary organi zati ons and/ or
cooperatives, under such terns and conditions adopted by its
Board. It mmy guarantee |loans up to one hundred percent (1009 . It
may al so provide second | evel guarantee (i.e., re-insurance) on
the credit and/or investnment guarantees made by credit guarantee
associ ations and other institutions in support of snall
entrepreneurs.

The Corporation shall beconme |iable under its guarantees upon
proof that the | oan has becone past due under such terns and
gui del i nes adopted by its Board and printed on the contract of
guar ant ee.

The Smal | Busi ness CGuarantee and Fi nance Corporation shall
a) be attached to the Departnent of Trade and I ndustry and shal

be under the policy, program and admi nistrative supervision of the
SMED Counci |



b) have its principal place of business in Metro Manila and
endeavor to have one or nore branch offices in every province of
the country;

c) exercise all the general powers conferred by |aw upon
corporations under the Corporation Code as are incidental or
conducive to the attai nment of the objectives of this Act; and

d) have a board of directors upon which the powers of the
Corporation shall be vested, to be conposed of five (5) nenbers
i ncludi ng :

1) three (3) nenbers fromthe private sector appointed by the
Presi dent upon reconmendati on of the SMED Council and from anong
whom t he Chairman of the Board shall be appointed by the President
to serve on a full-time basis;

2) the Secretary of Trade and Industry or his Undersecretary;
and

3) a representative of the five (5) government financia
institutions mandated in this Act to provide the initial capita
of the Corporation, who shall be designated, under guidelines
agreed upon by the Board Chairnen of said institutions.

SEC. 12. Capitalization and Funding. - The Small| Busi ness
Guar antee and Fi nance Corporation shall have an authorized capita
stock of Five billion pesos (P5,000,000,000.00). The initia
capital of One billion pesos (P1, 000, 000, 000.00) shall be
established froma pool of funds to be contributed in the form of
equity investnments in conmon stocks by the Land Bank of the
Phi li ppi nes (LBP), the Philippine National Bank (PNB), the
Devel opnent Bank of the Philippines (DBP) in the ambunt of Two
hundred m I lion pesos (P200, 000, 000.00) each. The Social Security
System (SSS) and the Government Service |Insurance System (GSIS)
shall al so set aside Two hundred nillion pesos (P200, 000, 000.00)
each to be placed in preferred stocks of the SBG-C. Additiona
funding shall cone from trust placenents of excess and unused
funds of existing governnent agencies, bilateral and nmultilatera
of ficial devel opnment assistance funds, subscriptions from
gover nment - owned or controlled corporations, and investnents of
private financial institutions and corporations.

SEC. 13. Mandatory Allocation of Credit Resources to Small
Enterprises. - Al lending institutions as defined under Centra
Bank rul es, whether public or private, shall, set aside a portion
of their total |oan portfolio based on their bal ance sheets as of
the end of the previous quarter, and nake it available for snall
enterprise credit as herein contenplated. The portion nmandated to
be so set aside shall at least be five (5% by the end of the
first year of the effectivity of this Act, ten percent (10% by
the end of the second year through the end of the fifth year, and
five percent (5% by the end of sixth year and may come down to



zero by the end of the seventh year

The Central Bank in consultation with the Council, shal
formulate rules for the effective inplenentation of this
provi si on: Provided, That the purchase of governnent notes,
securities, and other negotiable instrunents, with the exception
of such instruments as nmaybe offered by the SBGFC, shall not be
deened conpliance with the foregoing provision

The SMED Council shall set up the appropriate systens to
monitor all |oan applications of small enterprises in order to
account for the absorptive capacity of the small enterprise
sector.

The Central Bank shall furnish to the Small and Medi um
Devel opnent Council on a senestral basis regular reports on the
I ending institutions' conpliance with the above provisions on the
mandatory credit allocation for small enterprises.

SEC. 14. Penal C ause. The Central Bank shall inpose
admi ni strative sanctions and other penalties on the |ending
institutions for non-conpliance with provisions of this Act. In
addition, the president, nenbers of boards of directors, and other
officers of the erring lending institutions shall be individually
liable for inprisonnent of not |ess than six (6) nmonths and a fine
of not | ess than Five hundred t housand pesos (P500, 000.00) each

CHAPTER | V

SEC. 15. Separability Clause. The provisions of this Act are
hereby declared to be separable. If any provision of this Act
shall be held unconstitutional, the renmai nder of the Act not
ot herwi se affected shall remain in full force and effect.

SEC. 16. Repealing Clause. - An |aws, executive orders, rules and
regul ations, or parts thereof, inconsistent herewith are hereby
repeal ed or nodified accordingly.

SEC. 17. Effectivity. - This Act shall take effect upon its
approval .

Approved,
RAMON V. M TRA JOVI TO R. SALONGA
Speaker of the House Presi dent of the Senate

of Representatives

This Act which was a consolidation of S. No. 1258 and H. No.
30723, was finally passed by the Senate and House of
Representati ves on Decenber 5, 1990 and Decenber 11, 1990,
respectively.

QUI RINO D. ABAD SANTOCS, JR. EDW N P. ACOBA
Secretary of the House Secretary of the Senate



of Representatives

Approved: January 24, 1991

CORAZON C. AQUI NO
Presi dent of the Philippines



